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Independent Auditors' Report 

~oard'of  Directors 
University Physicians Healthcare 
Tucson. Arizona 

We have audited the accompanying statements of financial position of University Physicians Healthcare (UPH) as of 
June 30, 2008 and 2007 and the related consolidated statements of activities and cash flows for the years then ended. 
These consolidated financial statements are the responsibility of UPH's management. Our responsibility is to express 
an opinion on these consolidated financial statements based on our audits. We did not audit the financial statements of 
Caduceus lndemnity lnsurance Corporation, Ltd., a wholly owned subsidiary, which statements reflect total assets of 
$48,416,573 and $51,103,348 as of June 30, 2008 and 2007 and total revenues of $5,625,700 and $6,054,265 for the 
years:then ended. Those statements were audited by other auditors whose report has been furnished to us, and our 
opinion, insofar as it relates to the amounts included for Caduceus lndemnity lnsurance Corporation,.Ltd., is based 
solely on the report of the other auditors. 

We conducted our audits in accordance with U.S. generally accepted auditing standards established by the AlCPA 
Auditing Standards Board. Those standards require that we plan and perform the audits to obtain reasonable 
assurance about whether the consolidated financial statements are free of material misstatement An audit includes 
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate 
in the,circumstances, but not for the purpose of expressing an opinion on the effectiveness of UPH's internal control 
over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the consolidated financial statements, assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits and the reports of the other auditors provide a reasonable basis for our 
opinion. 

In our opinion, based on our audits and the reports of the other auditors, the consolidated financial statements referred 
to above present fairly, in all material respects, the financial position of University Physicians Healthcare as of June 30, 
2008 and 2007, and the changes in their net assets and their cash flows for the years then ended, in conformity with 
U.S. generally accepted accounting principles. 

We conducted our audits to form an opinion on the basic consolidated financial statements taken as a whole. The 
accompanying information on pages 21 through 50 is presented for purposes of additional analysis and is not a 
required part of the basic consolidated financial statements. The information on pages 21 through 25 and 36 through 
46 has been subjected to the auditing procedures applied in the audit of the basic consolidated financial statements 
and, in our opinion, is fairly stated in all material respects in relation to the basic consolidated financial statements 
taken as a whole, except for Caduceus lndemnity lnsurance Corporation, Ltd. In our opinion, which insofar as it 
relates to Caduceus lndemnity lnsurance Corporation, Ltd., is based on the report of other auditors, such information is 
fairly stated in all material respects in relation to the consolidated financial statements taken as whole. The information 
on pages 26 through 35 and 47 through 50 has not been subjected to auditing procedures applied in the audit of the 
basic financial statements and, accordingly, we express no opinion on it. 

October 28,2008 
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UNIVERSITY PHYSICIANS HEALTHCARE 

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION 

JUNE 30,2008 AND 2007 

ASSETS 

Current assets: 
Cash and cash equivalents 
Assets limited as to use 
Accounts receivable, net 
Estimated third-party payor settlements 
Capitation, contract and other receivables 
Other current assets 

Total current assets 

Property and equipment, net 
Assets held for sale 
Investments 
Assets limited as to use 

LIABILITIES AND NET ASSETS 

Current liabilities: 
Notes payable, banks 
Current maturities of capital lease obligation 
Current maturities of long-term debt 
Accounts payable and accrued expenses 
Accrued employee compensation 
Accrued professional liability claims 
Accrued medical claims 
Amounts due to the College of Medicine 

Total current liabilities 

Capital lease obligation, less current maturities 
Long-term debt, less current maturities 

commitments and contingencies 

Unrestricted net assets 

See notes to consolidated financial statements. 2 



UNIVERSITY PHYSICIANS HEALTHCARE 

CONSOLIDATED STATEMENTS OF ACTIVITIES 

YEARS ENDED JUNE 30,2008 AND 2007 

Revenues and gains: 
Professional and hospital services 
Capitation and contract services 
Investment income 

Total revenues and gains 

Operating expenses: 
Personnel services 
Operations 
Provision for doubtful accounts 
Members' benefits 
Assessments 
Liability insurance 
Medical supplies 
Depreciation and amortization 
Interest 

Total operating expenses 

Loss from operations 

Nonoperating income (loss) 

Deficiency of revenues over expenses 

Net 'unrealized gains (losses) on investments 

Dectease in unrestricted net assets 

Unrestricted net assets, beginning 

Unrestricted net assets, ending 

See notes to consolidated financial statements. 3 



UNIVERSITY PHYSICIANS HEALTHCARE 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

YEARS ENDED JUNE 30,2008 AND 2007 

Cash flows from operating activities: 
Decrease in unrestricted net assets 
Adjustments to reconcile decrease in unrestricted net assets to 

net cash provided by (used in) operating activities: 
Net unrealized (gains) losses on investments 
Net realized losses on investments 
Depreciation and amortization 
Amortization of investment securities 
Noncash income (loss) of other investments 
Provision for doubtful accounts 
(Gain) loss on disposals of property and equipment 
Changes in operating assets and liabilities: 

Accounts receivable 
Estimated third-party payor settlements 
Capitation, contract and other receivables 
Other current assets 
Accounts payable and accrued expenses 
Amounts due to the College of Medicine 

Total adjustments 

Net cash provided by (used in) operating activities 8.163.323 

Cash flows from investing activities: 
(Increase) decrease in assets limited as to use 7,645,910 
Proceeds from sales of investments 15,692,218 
Purchases of investments (7,517,768) 
Investment in equity method investee (227,873) 
Purchases of property and equipment (1 0,91 1,267) 
Proceeds from disposals of property and equipment 240.21 2 

Net cash provided by (used in) investing activities 4.921.432 

Cash flows from financing activities: 
Repayments related to checks to be funded 
Net borrowings notes payable, banks 5,000,000 
Proceeds related to long-term debt 500,000 
Principal payments on capital lease obligations (1,460,486) 
Principal payments on long-term debt (2,397,716) 

Net cash provided by financing activities 1,641.798 

Net increase in cash and cash equivalents 14,726,553 

Cash and cash equivalents, beginning 5.713.714 

Cash and cash equivalents, ending $ 20.440.267 , 

See notes to consolidated financial statements. 4 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED JUNE 30,2008 AND 2007 

1. Description of business and summary of significant accounting policies: 

Description of business: 
University Physicians Healthcare (UPH) is responsible for the patient care activities provided by 

faculty members in clinical departments of the College of Medicine and University of Arizona 
(UA) Health Sciences Center (UMC). UPH is also responsible for the activities of University 
Physicians Healthcare Hospital at Kino Campus (UPHK), which is operated under a lease 
agreement with Pima County. UPHK is an acute care and psychiatric hospital that provides 
inpatient, outpatient and emergency care services. UPH provides services primarily in southern 
Arizona. 

Caduceus Indemnity Insurance Corporation, Ltd. (Caduceus), a wholly-owned subsidiary of UPH, 
is a captive insurance company, domiciled in Hawaii, which began covering LIPH's medical 
malpractice claims on July 1, 1993. 

Principles of consolidation: 
'The consolidated financial statements include all accounts of UPH and its subsidiary, Caduceus. 

All significant intercompany balances and transactions have been eliminated in consolidation. 

Estimates: 
The preparation of the consolidated financial statements in conformity with U.S. generally 

accepted accounting principles requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the consolidated financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those 
estimates. 

Excess (deficiency) of revenues over expenses 
The statements of activities include excess (deficiency) of revenues over expenses. Changes in 
unrestricted net assets that are excluded from excess (deficiency) of revenues over expenses, 

. consistent with industry practice, include unrealized gains and losses on investments other than 
trading securities, permanent transfers of assets to and from affiliates for other than goods and 
services, and contributions of long-lived assets (including assets acquired using contributions 
which by donor restriction were to be used for the purposes of acquiring such assets). 

Fair value of financial instruments: 
UPH's financial instruments include cash and cash equivalents, assets limited as to use, 

receivables, investments, accounts payable, accrued expenses, accrued claims, long-term debt 
and capital lease obligations. For all of UPH's financial instruments that are carried at cost, that 
cost approximates fair value, except for long-term debt and capital lease obligations. At June 30, 
2008 and 2007, the fair value of long-term debt and capital lease obligations is $29,876,255 and 
$31,536,769 and the carrying amount is $30,377,011 and $32,113,004. 



LlNlVERSlTY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

1. Description of business and summary of significant accounting policies (continued): 

Cash and cash equivalents: 
UPH considers all highly liquid debt instruments purchased with a maturity of three months or less 
to be cash equivalents. 

UPH places its cash and cash equivalents with high quality credit institutions. At times, such 
investments may be in excess of the FDIC insurance limit; however, management does not 

* believe it is exposed to any significant credit risk on cash and cash equivalents. 

Assets limited as to use: 
Assets limited as to use primarily include assets held by trustees under indenture agreements and 

investments held as collateral for indenture agreements. The contracted maturities of assets 
limited to use range from 1 to 30 years. 

Accounts receivable: 
LlPH grants unsecured credit to its patients and insurance companies without interest. Generally, 

accounts receivable are considered to be past due after 60 days. Accounts receivable also 
include an estimate for charges with dates of service prior to year end that were billed 
subsequent to that date (unbilled accounts receivable). LlPH provides an allowance for doubtful 
accounts equal to the estimated collection losses that will be incurred. The estimated losses are 
based on historical collection experience coupled with review of the current status of existing 
receivables. As a result, there is at least a reasonable possibility that recorded estimates will 
change by a material amount in the near term. Doubtful accounts are periodically reviewed for 
collectibility and are charged off to the allowance when management determines that all 
reasonable collection efforts have been exhausted. For the year ended June 30, 2008, the 
estimate for unbilled accounts receivable at June 30, 2007 was adjusted by approximately 
$5,500,000 and approximately, $2,500,000 net of allowances for contractual adjustments and 
doubtful accounts. 

Property and equipment: 
Expenditures for major improvement or items which benefit future periods are capitalized at cost, if 

purchased, or at market value at date of gift, if donated. Expenditures for repairs and 
maintenance are expensed as incurred. Depreciation is calculated using the straight-line method 
over the estimated useful lives of the assets. Leasehold improvements are amortized using the 
straight-line method over the shorter of the lease term or the estimated useful lives of the assets. 

Equipment under capital lease is stated at cost or the assets' net present value of future lease 
payments at the date of the lease. Amortization is provided using the straight-line method over 

., the estimated useful lives of the assets and is included with depreciation expense. 

Long-lived assets are reviewed for impairment whenever events or changes in circumstances 
indicate that the carrying amount may not be recoverable. If the fair value is less than the 
carrying amount of the asset, a loss is recognized for the difference. 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

1. Description of business and summary of significant accounting policies (continued): 

- Investments: 
lnvestments in equity securities and mutual funds with readily determinable fair values and all 

investments in debt securities are measured at fair value in the consolidated statements of 
financial position. lnvestments in which UPH has significant influence over the investee are 
accounted for on the equity method. Investment income or loss (including realized gains and 
losses on investments) is included in the excess (deficiency) of revenues over expenses unless 
law restricts the income or loss. Unrealized gains and losses on investments, except those 
considered as other than-temporary, are excluded from the excess of revenues over expenses 
due to the non-trading nature of the investments. The contractual maturities of certain 
investments held range from 1 to 30 years. 

.:Accrued piofessional liability claims: 
The cost of medical malpractice losses incurred by physicians is accrued in the. period that the 

services are rendered. A provision has been made for claims in process of review and for claims 
incurred but not received at year-end. The amount of this liability is computed using historical 
claims payment experience. Estimates are adjusted based upon changes in experience and 
such adjustments are reflected in current operations. As a result, there is at least a possibility 

s, that recorded estimates will change by a material amount in the near term. 

Accrued medical claims: 
The cost of hospital and medical services provided to enrollees served under contract are accrued 

in the period that the services are rendered. A provision has been made for claims in process of 
review and for claims incurred but not received at year-end. The amount of this liability is 
computed using historical claims payment experience. Estimates are adjusted based upon 
changes in experience and such adjustments are reflected in current operations. Although 
considerable variability is inherent in such estimates, there is at least a possibility that recorded 
estimates will change by a material amount in the near term. 

. Professional and hospital services revenue: 
Revenues for professional and hospital services is recorded when services have been performed 

by physician employees of UPH, physicians contracted by LIPH, or at UPHK. The revenue is 
recorded net of contractual allowances. Revenue under third-party payor agreements is subject 
to audit, retroactive adjustments, and significant regulatory actions. Provisions for third-party 
payor settlements and adjustments are estimated in the period the related services are provided 
and adjusted in future periods as additional information becomes available and as final 
settlements are determined. Laws and regulations governing the Medicare and Medicaid 
programs are complex and subject to interpretation. As a result, there is at least a possibility that 
recorded estimates will change by a material amount in the near term. 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

1. Description of business and summary of significant accounting policies (continued): 

Capitation and contract services revenue: 
Capitation and contract services revenue includes revenue earned under contracts that require 

UPH to provide health care services to subscribers of the contracting agency for either set 
monthly fees or monthly capitation fees as agreed upon by UPH and the contracting agency. 
Amounts receivable under these contracts are recorded as capitation and contract receivables. 

Continuation of the UPHK lease agreement with Pima County as well as Medicare and Arizona 
Health Care Cost Containment System (AHCCCS) programs is dependent upon governmental 
policies. These and other contracts are subject to renewal at various future dates. The loss of 
one or more of these contracts would have an adverse effect on UPH's future operations. 

Nonoperating income (loss): 
, Nonoperating income (loss) includes income derived from nonpatient and nonrecurring activities. 

Charity care: 
UPH provides care to patients who meet certain criteria under its charity care policy without charge 

or at amounts less than its established rates. Because UPH does not pursue collection of 
.. amounts determined to qualify as charity care, they are not reported as revenue. Charity care 

provided by UPH totaled approximately $1,528,000 and $1 ,207,000 in 2008 and 2007. 

Income taxes: 
LlPH has been recognized as a tax-exempt organization for federal income tax purposes under 

Section 501(c)(3) of the Internal Revenue Code. UPH has also been recognized as a tax-exempt 
organization for state income tax purposes. Accordingly, no provision or liability is made for 
income taxes in the consolidated financial statements. Management is not aware of any matters 
that would cause UPH to lose its tax-exempt status. 

2. Accounts receivable, net: 

Under 150 days 
Over 150 days 
Unbilled 

Less contractual allowance 

Less allowance for doubtful accounts 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

3. Property and equipment: 

Land 
Buildings 
Computer equipment 
Office furniture and equipment 

Medical equipment 
Leasehold improvements 
Construction in progress 

Less accumulated depreciation and amortization 

During 2007, UPH placed assets with a net book value of $571,030 for sale. These assets were 
taken out of service and depreciation ceased. At June 30, 2008 and 2007, the fair value of the 
assets exceeds their net carrying value and, as such, no impairment loss was recognized duriug 
2008 or 2007. 

4. Assets limited as to use: 

,US government and agency obligations 
Cash and cash equivalents 

Current portion 

5. Investments: 

The Organization invests in securities with contractual cash flows, such as asset backed securities, 
collateralized mortgage obligations and commercial mortgage backed securities, including securities 
backed by subprime mortgage loans. The value, liquidity and related income of these securities are 
sensitive to changes in economic conditions, including real estate value, delinquencies or defaults, 
or both, and may be adversely affected by shifts in the market's perception of the issuers and 
changes in interest rate. In addition, the Organization invests in various investment securities that 
are exposed to various risks such as interest rate, market and credit risks. Due to the level of risk 
associated with certain investment securities, it is at least reasonably possible that changes in the 
values of investment securities will occur in the near term. 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

5. lnvestments (continued): 

In 2006, Caduceus began investing in the General Re-New England Asset Management Focused 
Value Equity Management Fund (the "Fund"). At June 30, 2008 and 2007, the Company's 
investment in the Fund totaled $10,827,063 and $13,766,348 and ownership interest in the Fund 
was approximately 31% and 40%. During 2008 and 2007, the equity in earnings (loss) of equity 
method investee totalled $(2,939,284) and $2,160,571. This gain (loss) represents the change in 
market value of the underlying securities in the Fund and is recorded as nonoperating income in the 
consolidated statements. 

lnvestments held at June 30, 2008 and 2007 are as follows: 

2008 
US government and agency obligations $ 3,025,778 
Corporate securities 4,850,866 
Mutual funds, security backed and other structured securities 20,959,630 
Investment in equity method investee 10,827,064 
Mortgage backed securities 19,393,730 
Investment in joint ventures f 370.773) 

UPH's investment income for the years ended June 30 consists of the following: 

Interest and dividends 
. Net realized losses 

lnvestment income is presented net of certain related investment fees. For the years ended June 30, 
2008 and 2007, total investment fees included in investment income are $120,014 and $130,279. 

6. Notes payable, bank: 

UPH has a revolving line of credit agreement with JPMorgan Chase Bank, which provides for 
maximum borrowings of $5,000,000 through December 2009. The borrowings under the agreement 
bear interest, at the election of UPH, at either the prime rate (5% and 8.25% at June 30, 2008 and 
2007) minus 1.7% or LIBOR (2.77% and 5.36% at June 30, 2008 and 2007) plus 1 %. At June 30, 
2008 and 2007, the outstanding balance was $5,000,000. 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

6. Notes payable, bank (continued): 

UPH has a revolving line of credit agreement with JPMorgan Chase Bank, which provides for 
maximum borrowings of $10,000,000 through December 2009. Interest .is payable monthly on 
advances at LlBOR (2.77% and 5:36% at June 30, 2008 and 2007) plus 1 %. At June 30,2008 and 
2007, the outstanding balance was $10,000,000. 

UPH has a revolving line of credit agreement with Compass Bank, which provides for maximum 
borrowings of $5,000,000 through May 2009. lnterest is payable monthly on advances at LlBOR 
(2.47% and 5.32% at June 30, 2008 and 2007) plus 1%, with a floor of 4%. At June 30, 2008 and 
2007, the outstanding balance was $5,000,000. 

UPH has a second revolving line of credit agreement with Compass Bank, which provides for 
maximum borrowings of $5,000,000 through May 2009. Interest is payable monthly on advances at 
I-IBOR (2.47% at June 30, 2008) plus 1.5%, with a floor of 4%. At June 30, 2008, the outstanding 
balance was $5,000,000. 

7. Capital lease obligations: 

During 2004, the Industrial Development Authority of the City of South Tucson, Arizona (Authority) 
issued $9,900,000 of tax-exempt Series 2004 Equipment Lease Bonds, pursuant to a bond 
purchase agreement between the Authority and Chase Equipment Leasing, Inc. (Chase), the bond 
trustee. The net proceeds of these bonds were utilized to finance the acquisition of medical 
equipment by UPHK through June 2006. The 2004 bonds are serial bonds totaling $9,900,000 and 
are due in monthly installments through December 201 1. Interest is payable monthly at an annual 
rate of 3.8849%. 

The 2004 bonds are secured by the equipment rental payments made by UPHK to Chase pursuant to 
a capital lease with an imputed interest rate of 3.8849%. UPHK recorded assets with a cost of 
$9,903,819 and accumulated amortization of $5,727,927 and $4,323,002 at June 30, 2008 and 
2007 related to this lease. Amortization expense of $1,404,925 and $2,014,720 is included in 
depreciation and amortization expense at June 30, 2008 and 2007. 

In addition, the Organization leases certain other medical equipment under capital leases. The 
Organization has recorded assets with a cost of $1,622,209 and accumulated amortization of 
$1,245 related to these leases. 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

7. Capital lease obligations (continued): 

,Future minimum annual payments under capital leases and the net present value of the future 
minimum lease payments are as follows: 

Year ending 
June 30, 

Less amounts representing interest 
Present value of net minimum payments under capital leases 
Less current portion 

8. .Long-term debt: 

.During 2007, the Authority issued $10,000,000 of tax-exempt Series 2006 Healthcare Facilities 
Revenue Bonds, pursuant to a bond purchase agreement between the Authority and Compass 
Bank, the bond trustee. The bond issuance totaling $10,000,000 is to be used for the acquisition of 
medical equipment. At June 30, 2008 and 2007, there was $23,651 and $7,652,483 in remaining 
proceeds held by the trustee under this agreement, which have been classified as assets limited as 
to use in the consolidated statements of financial position. 

'The financing cost of tax exempt debt is presented net of the investment income earned on the 
proceeds related to the financing. For the years ended June 30, 2008 and 2007, $4,102 and 
$333,968 of interest income is netted against interest expense. 

Series 2006 Authority Tax Exempt Revenue Bonds, payable in 
monthly installments of $140,580 including interest at 4.77% 
through September 2013, collateralized by property and 
equipment and secured primarily by a deed of trust, the 
assignment of rents and leases, a security agreement and a 
fixture filing made by UPH to Compass. $ 7,807,234 $ 9,081,839 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSO1,IDATED FINANCIAL STATEMENTS (CONTINLIED) 

YEARS ENDED JUNE 30,2008 AND 2007 

8. Long-term debt (continued): 

Series 2005 A Authority Tax Exempt Revenue Bonds, payable in 
monthly installments of $42,562 including interest (4.42% 
through December 2015 when the interest rate and payment is 
reset based on market rates) through December 2025, 
collateralized by property and equipment and secured primarily 
by a deed of trust, the assignment of rents and leases, a 
security agreement and a fixture filing made by UPH to 
Compass. $ 6,233,122 $ 6,458,251 

Series 2005 B Authority Tax Exempt Revenue Bonds, payable in 
monthly installments of $45,369 including interest at 4.21% 
through December 2012, collateralized by property and 
equipment and secured primarily by a deed of trust, the 
assignment of rents and leases, a security agreement and a 
fixture filing made by UPH to Compass. 2,225,293 2,664,226 

Series 2000 Health Facilities Tax Exempt Revenue Bonds, 
payable in annual installments averaging $173,000 plus interest 
at a weekly variable rate as defined (averaging 2.92% and 3.8% 
in 2008 and 2007) through August 2030, collateralized by 
property and equipment and a letter of credit. 4,110,000 4,220,000 

Series 1994 Health Facilities Tax Exempt Revenue Bonds, 
payable in annual installments averaging $1 15,385 plus interest 
at a weekly variable rate as defined (averaging 2.98% and 3.7% 
in 2008 and 2007) through August 2018, collateralized by 
property and equipment, a letter of credit and certain 
investments. 1,300,000 1,400,000 

Note payable to Pima county under lease agreement, payable in 
annual installments of $249,048 including interest at 0% 
through December 2013, secured by property and equipment. 1,494,290 1,743,339 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

8. Long-term debt (continued): 

Note payable to Arizona Health Care Cost Containment System 
(AHCCCS), payable in annual ' installments of $100,000 
including interest at 0% beginning 90 days following receipt of 
certain payments related to UPH's graduate medical education 
program, as defined. 

Less current maturities 2.592.360 2.397.718 

Future maturities of long-term debt are as follows: 

Year ending 
June 30, 
2009 
201 0 
201 1 
201 2 
201 3 

Thereafter 

The bond agreements and lines of credit are subject to certain financial and nonfinancial covenants. 
At June 30, 2008 and 2007, UPH was in violation of certain financial covenants, which the banks 
have subsequently waived. 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

9. Commitments and contingencies: 

Leases: 
A summary of future minimum lease payments under noncancelable operating leases for buildings 

and medical equipment are as follows: 

Year ending 
June 30, 

2009 
201 0 
201 1 
201 2 
201 3 

'Thereafter 

Rent expense under operating leases totaled $1,354,372 and $2,221,004 in 2008 and 2007. 

Healthcare regulatory environment: 
The healthcare industry is subject to numerous laws and regulations of federal, state and local 

governments. These laws and regulations include, but are not limited to, matters such as 
licensure, accreditation, government healthcare program participation requirements, 
reimbursement for patient services and Medicare and Medicaid fraud and abuse. Recently, 
government activity has increased with respect to investigations and allegations concerning 
possible violations of fraud and abuse statutes and regulations by healthcare providers. 
Violations of these laws and regulations could result in expulsion from government healthcare 
programs together with the imposition of significant fines and penalties, as well as significant 
repayments for patient services previously billed. Management believes that UPH is in 
compliance with fraud and abuse as well as other applicable government laws and regulations. 
Compliance with such laws and regulations can be subject to future government review and 
interpretation as well a's regulatory actions unknown or unasserted at this time. 

In 2006, UPH identified through its internal compliance program overpayments from Medicare and 
AHCCCS related to services provided by several physicians. UPH made a voluntary disclosure 
to the OIG related to these services and in 2007 paid $633,967 in settlement of this issue. The 
settlement agreement also requires UPH to establish and maintain certain prescribed compliance 
standards. 

Revenues from the Medicare and AHCCCS programs accounted for approximately 48% and 46% 
in 2008 and 2007 of UPH's capitation and contract and professional and hospital services 
revenue. 



UNIVERSITY PHYSICIANS HEALTHCARE 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

9. Commitments and contingencies (continued): 

Healthcare regulatory environment (continued): 
UPH has obtained a surety bond in the amount of approximately $3 million to satisfy the 

performance bond requirements for the University Family Care and Health Care Group contracts. 

During 2006 legislation was passed requiring the establishment of permanent Recovery Audit 
Contractors (RACs) to identify Medicare overpayments and underpayments to hospitals. UPH 
has not been notified by the RAC of any pending audit of its billing practices. 

Legal proceedings and professional liability insurance: 
UPH is from time to time involved in various legal proceedings and litigation normally incident to its 

business, primarily professional liability. UPH has a self-insurance program to insure the first 
$3,000,000 in 2008 and 2007 for medical malpractice and general liability claims (limited in the 
aggregate to $1 5,000,000 in 2008 and 2007). Insurance coverage has been purchased to cover 
excess amounts. Prior to July 1, 1993, all claims were managed by an agency of the State of 
Arizona on an occurrence basis with no deductibles. In the opinion of management, the outcome 
of such proceedings and litigation will not materially affect LIPH's financial position, except for the 
matters described below. 

There are known claims and incidents that may result in the assertion of additional claims, as well 
as claims from unknown incidents that may be asserted arising from health care services 
provided to patients by its members and employees. LlPH has employed independent actuaries 
to estimate the ultimate costs, if any, of the settlement of such claims. Accrued malpractice 
losses, which have been discounted at 6% in 2008 and 2007, provide an adequate reserve for 
medical malpractice losses in management's opinion, based upon consultation with their 
independent actuaries. 

Lease with Pima County: 
In June 2004, UPH entered into an agreement with Pima County (County) to lease the Kino 

hospital facility, now UPHK. Rent is payable in annual installments of $10 or $250 in the 
aggregate over the initial lease term. UPH is responsible for the hospital operations and its 
financial results. The initial term of the lease is 25 years with an extension option for another 25 
years. UPH may terminate the lease on or after June 15, 2009, with 18 months notice to the 
County provided actual and projected losses incurred in a five-year period are in excess of $10 
million after considering all service fees paid by the County. As of June 30, 2008 and 2007, 
UPH has incurred cumulative losses totaling approximately $32,900,000 and $24,300,000. 
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9. Commitments and contingencies (continued): 

Lease with'Pima County (continued): 
The County is required to pay UPHK service fees as defined in the lease to assist in re- 

establishing a stable physician practice and to support the continued operation of the hospital. 
These payments, which will be made to the extent that UPHK's allowable costs, as defined, 
exceed its revenues, will be paid monthly during the initial lease term in an aggregate amount not 
to exceed $127,000,000. As of.June 30, 2008, UPH has received $84,299,882 in cumulative 
service fees from the County. These amounts are recorded as capitation and contract services 
revenue and totaled $25,000,000 in 2008 and $14,791,667 in 2007. 

During 2007, UPH renegotiated the lease agreement with the County to accelerate the payment of 
service fees. 'The renegotiated lease provides for payments of $25 million in each of the next two 
fiscal years. In exchange, UPH may not terminate. the lease until at least 201 1, under the same 
conditions prescribed in the original agreement. It is anticipated that by the end of fiscal year 
2009 the lease will be renegotiated again to provide long-term funding for the hospital project. 

Continuation of University Family Care Contract: 
UPH contracts with AHCCCS to provide capitated medical services to AHCCCS members through 

its University Family Care (UFC) program. Effective October 1, 2003 the program was awarded 
a limited contract renewal allowing it to continue, but only permitting the enrollment of new 
members in limited circumstances. During 2008, UPH was awarded a :full contract renewal 
effective October 1, 2008 through September 30, 2013. Because new members have not been 
enrolled since 2003, membership,has decreased from 8,547 at June 30, 2007 to 7,253'at June 
30, 2008 as existing members become ineligible for AHCCCS coverage. Contract revenue for 
services to UFC members dropped by approximately $2,851,000 in 2008 when compared to 
2007. 

Continuation of AHCCCS contracts is subject to renewal at a future date and dependent upon 
governmental policies. 

10. Reinsurance: 

UPH receives reinsurance coverage from the State of Arizona to reduce the risk of catastrophic loss 
on services provided under the University Family Care program. This reinsurance expense is 
reflected as reduced capitation rates paid to UPH. Under the state program, risk of loss for 
inpatient claims is generally limited to an annual deductible of $15,000 to $20,000 per member, per 
policy year. Eligible claims in excess of the deductible are generally paid at 75% to 100% with no 
annual maximum benefit. The risk of loss for members with a diagnosis that is specifically covered 
by the state program or members who receive a covered transplant is not limited by a deductible. 
These claims are generally paid at 85% to 100% with no annual maximum benefit. 
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10. Reinsurance (continued): 

The State of Arizona also provides reinsurance coverage for Health Care Group claims. There are 
two separate mechanisms to reimburse the plan for these claims. Claims in excess of $1 15,000 for 
contract year 2007-2008 are reimbursed by Presidio, a third party insurer, at 50% to 90% up to a 
maximum of $1 million. As the annual deductible for 2007-2008 for Presidio is $1 15,000, the self- 
funded reinsurance will cover claims that are more than $50,000 and less than $115,001. The 
maximum reimbursement for the self funded claims for 2007-2008 is $48,750. Both funding 
mechanisms reduce the amount of capitation UPH receives. 

Amounts received and estimated to be recoverable under reinsurance contracts totaling 
approximately $9.9 million and $8.3 million for 2008 and 2007 are treated as a reduction of health 
care claims expense, which is included in operations .expense in the accompanying financial 
statements. Recorded recoveries represent management's best estimate and are calculated based 
on a percentage of health care claims costs incurred. As a result, there is at least a possibility that 
recorded estimates will change by a material amount in the near term. Reinsurance receivables 
totaling approximately $3,621,000 and $6,428,000 at June 30, 2008 and 2007 are reflected in 
capitation and contract receivables. 

1 1. Benefit plans: 

Full-time physician employees of LlPH who are also faculty employees of the UA may participate in 
the state retirement program. The program is funded through payroll deductions from covered 
members and amounts contributed by UPH that equal the amount contributed by each member. 
Contributions to the retirement program by UPH are not separately identified, but are included in an 
aggregate amount paid to the UA for employee-related expenses, which also includes payroll taxes 
and various insurance costs. It is estimated that the portion representing retirement contributions is 
7.5% and 7.25% of gross wages for 2008 and 2007. 

UPH has a 401(k) plan for all eligible employees. LlPH makes contributions of 7% of eligible 
employee annual gross wages and makes a contribution equal to 50% of the employee's deferral up 

. to 2% of the employee's salary. UPH's contributions to the plans totaled $4,374,896 and 
$3,749,320 for 2008 and 2007. 
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12. Related party transactions: 

College of Medicine: 
LlPH has an agreement with the Arizona Board of Regents whereby it is required to pay to the 

Dean of the College of Medicine 4% of all fees collected for professional health care services 
delivered by its members and employees. Assessments totaled $5,857,139 and $5,687,229 in 
2008 and 2007. The funds may be used at the discretion of the Dean for the benefit of the 
College of Medicine. UPH contributed an additional $2,229,910 and $2,395,973 to the College of 
Medicine for research and teaching in 2008 and 2007. 

UPH contracts for payroll, personnel and medical purchasing services with the UA. Fees 
assessed for these services totaled $2,945,539 and $2,752,847 in 2008 and 2007. 

University Medical Imaging, L.L.C: 
In 2007, UPH became a member in a joint venture with University Medical Center Corporation 

(UMCC), University Medical Imaging, L.L.C. (UMI). UMI was organized to own, lease, and 
operate one or more diagnostic imaging facilities. UPH and UMCC are both equal partners in 
this venture which began operations in 2007. UPH and UMCC have agreed to guarantee UMl's 
facility lease for a minimum of five years. Total future lease payments subject to the lease 
guarantee are approximately $926,000. LIPH's recorded investment in the joint venture is 
$(483,383) and $(20,779) at June 30,2008 and 2007. 

.Special Needs Health Plan Joint Venture: 
In 2007, UPH entered into a joint venture with Maricopa integrated Health Systems (MIHS) to form 
a health plan to operate a Medicare Special Needs Plan. UPH and MIHS are equal partners in 
the joint venture. UPH's recorded investment in the joint venture is $112,610 at June 30, 2008. 
UPH had no recorded investment in the joint venture at June 30, 2007. 

13. Functional expenses: 

UPH provides healthcare services to residents within its geographic locations. UPH incurs general 
and administrative expenses for various activities, including management and administrative 
activities, which support the provision of health care services. A summary of expenses related to 
providing these services for the years ended June 30 are as follows: 

Health care services 
General and administrative 
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14. .Supplemental cash flow information: 

Supplemental disclosures of cash flow information: 
UPH paid cash of approximately $999,065 and $680,000 for interest in 2008 and 2007. 

During 2008, the Organization acquired $1,622,209 of medical equipment under capital leases. 

15. Concentration of credit risk: 

UPH grants credit without collateral to its patients, most of whom. are under third-party payor 
agreements which include I )  Medicare, 2) AHCCCS contractors, 3) private payors including 

. . commercial carriers and health maintenance organizations, and 4) others including self-pay. 

:The following table summarizes the percent of gross accounts receivable from all payors at June 30: 

Commercial 
AHCCCS 
Medicare 
Other (including self-pay) 

, I00  %, , 100 Yg 

Commercial and other amounts due consist of receivables from various payors, including individuals 
involved in diversified activities subject to differing economic conditions. Management does not 
believe there are any significant credit risks associated .with accounts receivable. Furthermore, 
management continually monitors and adjusts its allowances (contractual and bad debt) associated 
with these receivables. 

16. Reclassification: 

The presentation of net unrealized gains related to investments held by Caduceus that were included 
in investment income in the 2007 statement of activities have been reclassified to net unrealized 
gains to conform to the 2008 financial statement presentation. In addition, earnings attributable to 
equity method investments included in investment income in the 2007 financial statements have 
been reclassified to nonoperating income in the statement of activities to conform to the 2008 
financial statement presentation. These reclassifications had no effect on net assets at June 30, 
2007 or on the decrease in net assets for the year then ended. 



UNIVERSITY PHYSICIANS HEALTHCARE 

CONSOLIDATING STATEMENT OFFINANCIAL POSITION 

ASSETS 

Current assets: 
Cash and cash equivalents 
Assets limited as to use 
Accounts receivable, net 
Estimated third-party payor settlements 
Capitation, contract and other receivables 
Other current assets 

Total current assets 

Property and equipment, net 
Assets held for sale 
Investments 
Assets limited as to use 
Investment in subsidiary 
Due fmm (to) other funds 

LIABILITIES AND NET ASSETS 

Current liabilities: 
Notes payable, banks 
Current maturities of capital lease obligation 
Current maturities of long-term debt 
Accounts payable and accrued expenses 
Accrued employee compensation 
Accrued pmfessional liability daims 
Accrued medical claims 
Amounts due to the College of 

Medicine 

JUNE 30,2008 

Clinical Capital and Health UPH Hospital UPH Consolidated 
Departments Other Fund Plans at Kino Eliminations Combined Caduceus Eliminations Total 

Total current liabilities 20,854,046 14.460.571 9,127,398 35,535,164 (805.509) 79,171,670 16.234.874 95,406,544 

Capital lease obligation, less current 
maturities 5.01 1,626 5,011,626 5,011,626 

Long-term debt, less current maturities 10.501.676 10.575.903 21,077,579 21.077.579 

20,854,046 24,962,247 9,127,398 51,122,693 (805,509) 105,260,875 16,234,874 121,495.749 

Unrestricted net assets (deficit) 44.1 52.427 43,764,909 15.621.895 132.91 0.783 70.628.448 32.1 81.699 $ (32.181.6991 70,628.448 

$ 65.006.473 $ 68.727.156 1 24.749.293 $ 18.211.910 $ - (805,509) $ 175.889.323 $ 48.416.573 $ (32.181.6991 $ 192.124.197 



UNIVERSITY PHYSICIANS HEALTHCARE 

Revenues and gains: 
Professional and hospital services 
Capitation and contract services 
Investment income 

Total revenues and gains 

Operating expenses: 
Personnel services 
Operations 
Provision for doubtful accounts 
Members' benefits 
Assessments 
Liability insurance 
Medical supplies 
Depreciation and amoltization 
Interest 

Total operating expenses 

Income (loss) from operations 

Nonoperating income (loss) 

Excess (deficiency) of revenues over 
expenses 

Net unrealized losses on investments 

Increase (decrease) in net unrestricted 
assets (deficit) 

Unrestricted net assets (deficit), beginning 

Interfund transfer 

Unrestricted net assets (deficit), ending 

CONSOLIDATING STATEMENT OF ACTIVITIES 

YEAR ENDED JUNE 30,2008 

Clinical Capital and Health UPH Hospital UPH Consolidated 
Departments Other Fund Plans at Kino - Eliminations Combined Caduceus Eliminations Total 



Supplemental Schedules 

UNIVERSITY PHYSICIANS HEALTHCARE 
UNIVERSITY FAMILY CARE 

(an operating division) 



UNIVERSITY PHYSICIANS HEALTHCARE 
UNIVERSITY FAMILY CARE (an operating division) 

STATEMENT OF FINANCIAL POSITION 

JUNE 30,2008 

ASSETS 

Current assets: 
Cash and cash equivalents 
Reinsurance receivable 
Capitation/Delivery/HIV-Aids receivable 
Current due from affiliates and intercompany receivables 
Other current assets 

' Total current assets 

Long Term assets: 
Other non-current assets 

; Total current assets 

Property and equipment: 
Furniture and equipment 
Accumulated depreciation and amortization 

Property and equipment, net 

LIABILITIES AND NET ASSETS 

Current liabilities: 
Accrued administrative costs 
Capitation payable 

' Medical claims payable 
Other current liabilities 

' Total current liabilities 

Unrestricted net assets 



UNIVERSITY PHYSICIANS HEALTHCARE 
UNIVERSITY FAMILY CARE (an operating division) 

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS 

YEAR ENDED JLlhlE 30,2008 

Revenues: 
Capitation premiums 
PPC capitation 
Hospital supplement 
Delivery supplement 
HIV-AIDS supplement 
PPC settlement 
W G  settlement 
Other 

Total revenue 

Health care expenses: 
Hospitalization expenses: 
; Hospital inpatient 

PPC - hospital inpatient 
Total hospitalization expenses . . 

Medical compensation: 
Primary care physician services 
Referral physician services 
PPC - physician services 

Total medical compensation expenses 

Other medical expenses: 
Emergency services 
Pharmacy 
Lab, X-ray and medical imaging 
Outpatient facility 
Durable medical equipment 
Dental 
Transportation 
NF, home health care 
Physical therapy 
Miscellaneous medical expenses 
PPC - other medical expenses 

Total other medical expenses 

Total health care expenses 



LINIVERSITY PHYSICIANS HEALTHCARE 
UNIVERSITY FAMILY CARE (an operating division) 

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS (CONTINUED) 

YEAR ENDED JUNE 30,2008 

Less: 
Reinsurance 
PPC - reinsurance . 

I Third party liability 
Total net health care expenses 

~dministrative expenses: 
Compensation 
Data processing 
Management fees 
Interest 
Occupancy 
Depreciation 
Marketing 
Other - administrative expenses 

I Total administrative expenses 

Total expenses 

premium taxes 

lncrease in unrestricted net assets 

unrestricted net assets, beginning 
lncrease (decrease) in contributed capital 

Unrestricted net assets, ending 


